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Introduction
International migration is an increasingly important economic phenomenon. The number of people worldwide living outside their country of birth now exceeds 120 million and more countries than ever are being classified as major suppliers or receivers of international migrants (Stalker, 2000) . In the face of such massive movements of people, policy makers around the world are grappling with complicated issues surrounding the design and implementation of policies to facilitate the settlement of new arrivals.
Australia is an interesting case study for assessing the capacity of policy to promote Second, a new data source-the Longitudinal Survey of Immigrants to Australia (LSIA)-provides a unique opportunity to study two separate immigration cohorts as they enter Australia and begin looking for work. Unlike standard labor force surveys and censuses which provide only limited information about foreign-born individuals, the LSIA was specifically designed to enhance our understanding of the immigration and settlement process.
This paper explores the role of labor market conditions, income-support policy, and immigrant selection criteria in promoting labor market adjustment. Two separate cohorts of new entrants to Australia are compared. The first cohort entered as new immigrants in the early 1990s (1993) (1994) (1995) while the second cohort entered in 1999-2000. Although these immigrants arrived in Australia only five years apart on average, their early labor market experiences were dramatically different. The employment-to-population ratio six months after migration was only 3 31.5 percent for the first cohort, but 47.9 percent for the second. Labor force participation also increased between the two cohorts and the unemployment rate fell from 40.7 percent (Cohort 1) to 17.8 percent (Cohort 2).
A number of factors may account for these differences. In particular, there was substantial improvement in Australian labor market conditions over the latter half of the 1990s.
Additionally, Australian immigration policy moved to place a greater emphasis on productivityrelated skills in the selection process, while income-support policy was changed to exclude most immigrants from social welfare payments for the first two years after arrival. Our interest lies in assessing these factors' potential role in promoting the labor market performance of new arrivals.
The approach will be to use the detail of the LSIA data-in particular visa category, primary applicant status, gender, human capital characteristics, etc.-to pin point the source of the disparity in the labor market status and unemployment experience of the two entry cohorts.
While not an identification strategy per se, this does allows us to begin to make progress in understanding the potential explanations for the improvement in labor market outcomes.
The results indicate that the 1999 changes to Australia's skilled immigration program may have played a large part in the improvement in labor market outcomes. The cohort of individuals entering Australia in 1999-2000 was more educated and had better English language skills than the previous cohort. These changes in human capital endowments resulted in increased participation rates and reduced unemployment. Furthermore, the effects of changing human capital endowments were not uniform, but were concentrated amongst those groups most likely to be subject to the tighter selection criteria. At the same time, it seems clear that changes in Australian labor market conditions and income-support policy over the 1990s-which most 4 likely altered the returns to human capital-were probably instrumental in reinforcing the effects of tighter immigrant selection criteria. Unemployment improved not only for skills-based immigrants (who were subject to the new points test), but also among family-based and to a lesser degree humanitarian immigrants who were not. As much as half of the fall in unemployment rates among women and one third the decline among men appears to have occurred as the result of changes in the returns to demographic and human capital characteristics.
The next section reviews details of changes in Australian labor market conditions, immigrant selection criteria, and income-support policy and outlines how each would be expected to influence the early labor market outcomes of new arrivals. Section 3 provides details of the LSIA data, while differences in the human capital endowments of the two LSIA cohorts are considered in Section 4. The determinants of labor market participation and unemployment are presented in Section 5. Subsequently, differences in labor market outcomes are decomposed into characteristics-related and returns-to-characteristics-related components.
Finally, a discussion of the results and the conclusions of the analysis are presented in Section 7.
Selection Criteria, Income-Support Policy, Labor Market Conditions in Australia
For most immigrants, the success of the immigration decision often turns on a successful transition into the receiving-country labor market. This is particularly true in the first stages of immigrant settlement, but continues to be true even in later stages of family reunion and community formation (Wooden, et al., 1994) . 2 In the mid-1990s, the Australian government 5 adopted a number of policies designed to promote the successful labor market entry of new arrivals, and reduce the demand for taxpayer-funded income-support payments.
Changes over the 1990s:
Immigrants to Australia-like those to Canada or the United States-are selected on the basis of either labor market skills, family relationships, or out of humanitarian concerns.
Australia's skilled immigration program-which is modeled closely on Canada's (Clarke, 1994 )-relies on points tests as the primary mechanism for regulating the level and influencing the characteristics of skilled migrants. 3 Changes to the immigration program in the late 1990s
gave an even greater emphasis to productivity-related characteristics in the immigrant selection process. First, the number of visas in the skill-based categories was increased from approximately 21,000 in 1993-94 to 28,000 in 1998-99, while the number of new arrivals holding family-based visas declined from approximately 25,500 to 21,500 (BIMPR, 1995; DIMA, 1999) . 4 Second, a limit was placed on the entry of parents, which had the effect of reducing the average age of family-based migrants (Richardson, et al., 2001) . Third, the Department of Immigration and Multicultural Affairs (DIMA) established minimum age, skill, and English language criteria which skill-based immigrants must meet in addition to passing the 3 Australia's skilled immigration stream includes independent migrants without family relationships who are points tested (Independents), migrants with pre-arranged offers of employment (Employer Nomination Scheme (ENS)), and migrants intending to establish businesses in Australia who meet certain capital requirements (Business Skills (BS)). The Skilled Australia-Linked (SAL) program lies between the family-based and skill-based migration streams subjecting potential migrants to a points test which weights both skills and more distant family relationships. Due to small sample sizes, and the similarities in the two programs, it is customary to consider BS and ENS immigrants together. 4 Overall, 69,768 settlers arrived in Australia in 1993-1994 and by 1998-99 this number had grown to 84,143. The fall in Family Stream immigrants over this period was more than made up by a dramatic increase in the number of New Zealand citizens (who do not require visas) entering Australia under the 1973 Trans-Tasman Travel Arrangement. As a result, the proportion of the overall immigration flow admitted on the basis of skills expanded only modestly from 30.0 percent in 1993 -94 to 33.2 percent in 1998 -99 (BIMPR, 1995 DIMA, 1999) . New Zealand citizens are outside the sampling frame of the LSIA, however, so the expansion in skill-based immigration is much greater in these data. 6 points test. 5 Changes to the points test itself resulted in additional points being awarded if the applicant's spouse also meets the minimum age, skill and English language requirements or if the applicant holds an Australian degree. Finally, DIMA now places greater emphasis on personal interviews in making decisions about the applications of skill-based immigrants.
These changes in selection criteria were coupled with changes in welfare policy tightening access to taxpayer-funded income-support programs. 6 All immigrants arriving in Australia after January 1993 have been subject to a 26-week waiting period for access to unemployment benefits. However, many family-based immigrants in Cohort 1 would have been entitled to income-support payments on the basis of their Australian partner's eligibility and Special Benefit (a discretionary payment of last resort) was not subject to any waiting period.
Since March of 1997, new arrivals-with the exception of humanitarian migrants-are prohibited from receiving practically all income-support payments (including Special Benefit)
for the first two years after migration. 7 Visa applicants are informed about the waiting period at several stages in the application process and three in four individuals captured in the second LSIA cohort report knowing about the ban before migration.
Improvements in overall conditions in the Australian labor market over the latter half of the 1990s most likely reinforced the effects of these policy changes in facilitating the labor market transition of new arrivals. Australian unemployment fell from 10.3 percent in September of 1993 to 7.1 percent in September of 1999. The number of individuals employed full-time rose 11.3 percent while part-time employment increased 24.2 percent. As a result, total employment 7 in the Australian labor market grew from just over 7.8 million to more than 8.9 million individuals over the six year period.
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Effect of Policy Changes on Labor Market Outcomes:
The Australian government's move in 1999 to select more highly-skilled immigrants would be expected to directly affect the average labor market outcomes of new arrivals: first, by altering the distribution of immigrants across visa categories and second, by increasing average skill levels. The latter occurring as the result of a change in the points test that gave more weight to age, English language ability, and recent experience in a skilled occupation. Note, that this primarily affected those actually subject to the points test-i.e., Independent and Skilled Australia-Linked (SAL) primary applicants 9 -though the additional points awarded to applicants with spouses meeting the skill requirement would be expected to improve skills among Independent and SAL spouses as well. Furthermore, the points test is generally used to select male rather than female immigrants as women are disproportionately likely to enter as accompanying family members for whom no selection criteria apply. Only 5.4 percent of all female immigrants to Australia in 1990-1991 entered as primary applicants in one of the skillbased programs (Madden and Young, 1993) . 10 Generally speaking then, we expect selection policy to directly affect labor market outcomes by influencing observed human capital endowments.
In contrast, expanding employment and falling unemployment in the Australian labor market over the 1990s would be expected to have a direct influence on immigrant's labor market 8 ABS Time Series Statistics, dX for Windows, Version 3.0. 9 The primary applicant is the individual upon whom the approval to migrate was based. Once the primary applicant meets the selection criteria and is granted a visa, dependent family members (in practice, spouses and children) are automatically granted visas in the same category.
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outcomes by shifting the wage distribution and raising the returns to market work. Similarly, restricted access to income-support payments after 1997 would also be expected to affect the participation decisions and unemployment probabilities of immigrants by altering the costs and benefits of job search. Unlike changes in selection criteria that pertained mainly to individuals in specific immigration streams, differences in labor market conditions and income-support policy at the time of entry would be expected to affect foreign-born individuals more broadly by altering the returns to immigrants' human capital endowments.
Additionally, economic models of the migration decision itself demonstrate that relative economic conditions in sending and receiving countries generate selectivity in the characteristics of those individuals choosing to migrate (Borjas, 1987; Jasso and Rosenzweig, 1986; CobbClark, 1993; Greenwood, et. al., 1999) . Changes in the state of the Australian labor market and in the generosity of Australian income-support policy would certainly have affected the returns to migration and perhaps altered the selectivity of the immigrant stream-though most likely not in the same direction. While improved labor market conditions would have raised the returns to migration for many potential immigrants, the change in welfare policy would be expected to result in many of those not confident of their ability to be economically independent increasingly choosing to stay at home. 11 Variation in immigrants' observed characteristics are accounted for in the analysis. However, given the cross-sectional nature of the data, it is not possible to control for unobserved individual heterogeneity and as a result variation in the unobserved human capital characteristics of individuals in the two cohorts will be reflected in differences in the 10 Women also tend to be over-represented in family classes and under-represented in skill classes in Canada and the United States (Houstoun, et. al., 1984; UN, 1995) . 11 In related work, Greenwood, et al., 1999 conclude that the specific social programs available in the source country are critical in shaping the decision to migrate to the United States.
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returns to related observed characteristics. There is in effect an omitted variables bias problemthe magnitude and direction of which may differ between cohorts.
Several indirect effects complicate the interpretation of the above dichotomy between human capital endowments (immigration policy) and returns (labor market conditions and income-support policy), however. First, although selection criteria are by their nature based on the observed characteristics of potential immigrants, the component of Australian policy that now places a greater emphasis on the interview process is an exception to this. This change would be expected to result in increased selection on certain forms of human capital which can be observed by immigration officials, but which are unobserved in our data. Such a policy effect would then be captured in returns to human capital rather than in human capital endowments themselves. Second, labor market conditions or income-support policy may -through an endogenous immigration process -affect observed (as well as unobserved) human capital characteristics. To the extent that both of these can be considered second-order effects, understanding the importance of human capital endowments and returns to human capital in altering immigrants' early labor market outcomes can provide useful information about the potential source of those changes.
The Longitudinal Survey of Immigrants to Australia
The LSIA was primarily designed to study the process of immigrant settlement. Face-to-face interviews were conducted with both primary applicants and migrating-unit spouses. The form of the questionnaire is the same for primary applicants and spouses although primary applicants report additional information for other members of the household and for the household as a whole. With minor exceptions, the surveys are also the same across cohorts.
Wave 1 interviews for both LSIA1 and LSIA2 were timed to occur approximately six months after arrival. Although panel information does exist for LSIA1, only cross-sectional data are available for LSIA2 and so to ensure that outcomes for the two cohorts are measured at the same point in the settlement process, the estimation sample is restricted to wave 1 data. 
The Labor Market Outcomes and Human Capital Endowments of New Arrivals
In addition to answering detailed questions about their migration experiences, LSIA respondents were also asked about their "current main activity". Individuations are coded as employed if they responded that their main activity was working as a wage or salary earner or conducting a business. Labor market participants are employed individuals or individuals responding that they were unemployed and looking for either part-time or full-time work.
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Further, all LSIA respondents -irrespective of current labor market status -were asked whether (and if so for how long) they had ever had ever been unemployed and looking for work since arriving in Australia. "Ever unemployed" is a dummy variable which equals one for individuals experiencing a period of unemployment since arrival and zero otherwise. "Months unemployed"
captures -for current labor market participants only -the total duration of post-migration unemployment.
Participation rates, employment to population ratios, and unemployment indicators for both cohorts are reported separately by gender and visa category in Table 1 . These results document the dramatic improvement in immigrants' early labor market outcomes over the latter half of the 1990s. Large increases in the participation rates of immigrant women resulted in the overall labor force participation rate increasing from 53.1 percent (Cohort 1) to 58.3 percent (Cohort 2). This increase in participation was accompanied by rising employment and falling interview Cohort 2 for a third time. Consequently, LSIA1 data span the first three and a half years after migration, while LSIA2 -when completed -will reflect only the first 18 months after arrival. As such the data provide information about the early settlement process rather than about long-run equilibrium behavior. The shortness of the two panels leaves many important questions regarding immigrant assimilation unanswered, but does allow us to make comparisons between the initial settlement behavior of two different immigration cohorts. 16 Note that the LSIA measures of participation, employment, and unemployment differ from standard Australian Bureau of Statistics (ABS) definitions. As such, it is difficult to make comparisons between these results -in particular the unemployment rate -and those based on more standard definitions. This is not a particular problem for this analysis as it will be determinants of relative outcomes for different individuals that concern us. unemployment. Six months after migration almost one in two (47.9 percent) immigrants entering Australia between 1999 and 2000 had found employment. In contrast, the employmentto-population ratio was less than one in three for the cohort entering five years earlier. The unemployment rate of Cohort 2 immigrants was less than half that of Cohort 1 immigrants at the same stage of the settlement process. Finally, though more Cohort 2 immigrants reported experiencing some unemployment since arrival (29.5 percent versus 38.6 percent), the average length of time spent unemployed since arrival fell from 1.3 to 1.0 months.
17 Table 1 here Figure 2 ). The fall in unemployment (from 27.9 to 9.5 percent for men and from 31.3 to 11.2 percent for women) was particularly impressive for Independent migrants who were subject to the new points test, but was also evident for Family Stream and
Humanitarian immigrants who were not. The only exception to the trend in improving labor market outcomes was a fall in the participation rate (see Figure 1 ) of BS/ENS men and men and women holding Humanitarian visas.
Figures 1 -3 here
17 This occurred even though Cohort 2 immigrants had been in Australia somewhat longer on average at the interview date than Cohort 1 immigrants.
13 Table 2 Humanitarian immigrants fell by almost half over the five years separating the two entry cohorts. Table 2 here
As expected, there are large gender differences in the proportion of LSIA immigrants subject to Australia's points test. Primary applicants in the SAL and Independent immigration programs account for approximately one third of all men in our two LSIA cohorts. In contrast, only 9.5 percent of Cohort 1 women and 16.8 percent of Cohort 2 women entered Australia as the primary applicant in one of the two skill-based programs subject to points testing.
How much of the variation in the average outcomes of the two cohorts results from differences in the distribution of immigrants across visa categories? If men in LSIA1 had retained their own visa-specific outcomes, but had been distributed across the visa categories in the same manner as LSIA2 men, their participation rate would have increased from 74.0 to 77.4 percent while their unemployment rate would have fallen from 39.0 to 32.1 percent. In comparison, LSIA2 men had a participation rate of 76.5 percent and an unemployment rate of 18.5 percent (see Table 1 ). Applying the LSIA2 visa distribution to the outcomes of women in LSIA1 results in a predicted participation rate of 38.7 percent and a predicted unemployment rate of 42.6 percent. In comparison, LSIA2 women had actual participation and unemployment rates of 42.6 and 16.7 percent respectively. Thus, while all of the increase in labor market 14 participation of immigrant men -and almost half that of immigrant women -can be accounted for by changes in the distribution of individuals across visa categories, this is not true of the unemployment rate. Even after standardizing the distribution across visa categories, the unemployment rate of men and women entering in the early 1990s would have remained twice as high as that of those entering in the late 1990s.
Though the demographic make up-average age, gender ratio, and marital status-of the two cohorts is much the same (see Table 2 ), there are striking differences in human capital endowments. Consistent with changes in selection criteria, the cohort of individuals entering Australia in 1999-2000 is more educated and has better English language skills 18 than the previous cohort. They also were more likely to have been working in a professional occupation and less likely to have been not employed in the former home country in the year prior to immigration. 18 LSIA respondents were asked to report about their ability to speak English. Those who reported speaking English "only" or "best" are classified as "native" English speakers. Non-native speakers who reported speaking English "very well" or "well" are combined to form the "English well" category. Non-native speakers who reported speaking English "badly" or "not at all" form the "English badly" category. 19 Although LSIA data do not contain direct measures of labor market experience, LSIA respondents were asked about their labor market experiences in their former home country in the year prior to migration. Individuals employed at some point in the year prior to migration reported their occupation. These occupations have been coded into three major categories: professional, skilled, unskilled. Individuals not employed in the 12 months before migration are coded as "not employed". Finally, "time unemployed" measures the number of months in the year prior to migration that an individual reported being unemployed and looking for work. 20 In this analysis source countries are divided into English proficiency groups based on the English-speaking ability of recent immigrants to Australia (see DIMA, 1996) . Group 1 includes the mainly English speaking countries 15
The Determinants of Labor Market Participation and Unemployment
There are several methods for estimating the determinants of participation, employment, and unemployment. 21 In the end, the choice of the estimation strategy often depends on how one wishes to interpret the results. This paper separately estimates the determinants of participation and the determinants of unemployment conditional upon participation because this method provides the more useful interpretation. This approach is completely analogous to estimating the factors related to participation and unemployment rates and it is these outcome measures that are of particular interest to policy makers setting selection criteria. 22 Given this, three separate labor market outcomes are considered: 1) labor market participation-and for participants-2) current unemployment status and 3) months spent unemployed and looking for work since migration.
This allows us to shed light on both an immigrant's desire to work and on those factors related to successfully finding employment.
Empirical Framework:
Immigrants are assumed to participate in the Australian labor market whenever the returns to market work exceed the value of their time in alternative activities. Specifically, the probability of immigrant i participating in the Australian labor market at the interview date (approximately six months after migration) is assumed to be given by:
(Canada, New Zealand, United Kingdom, Ireland, United States, and South Africa). Immigrants from these countries rate 98 percent or higher on the English proficiency index. Group 2 includes those countries with a rating of 80 percent or higher, while Group 3 includes countries with a rating between 50 percent and 80 percent.
Countries with a rating of less than 50 percent make up Group 4. 21 See Cobb-Clark (2000) for a review. 22 This approach is also more in keeping with the spirit of the nested discrete choice models.
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where j = 1, 2 indexes cohorts, 1 = ij P for labor market participants and 0 otherwise,
and F is the standard normal cumulative distribution function, and j b is a vector of parameters to be estimated.
Conditional upon seeking market work, we consider two alternative measures of an immigrant's unemployment experience in the first six months in Australia. First, the probability of immigrant i being unemployed at the interview date is assumed to be given by: 
where j d is a vector of coefficients to be estimated and
X is a vector of human capital (education, English ability, English language background), demographic (age, marital status, children) and geographic (unemployment rates 23 and state of residence) variables thought to be related to the value of time in non-market activities and to labor market productivity. Although the data do not provide a direct measure of labor market experience, pre-migration occupation and employment status are included to act as controls for the effects of labor market experience immediately prior to migration. The model also includes controls for visa category, primary applicant status, and the number of weeks since migration. Equation (1) was estimated for male and female immigrants aged 22 -60 using a probit model. 24 Using the working-aged sample of labor market participants, Equation (2) was also estimated using a probit model while equation (3) Table 3 .) Cohort 2 women also spent approximately two fewer weeks unemployed in the first six months after migration, although this difference was not significant. In contrast, there is no significant difference in the participation or unemployment experiences of male immigrants in the two LSIA 24 All estimation was done in STATA 7.0. 25 Note that for continuous variables such as age, the probit marginal effect represents the effect of an infinitesimal change in the independent variable on the probability that an immigrant was in a specific labor market state. For discrete variables, such as marital status, the marginal effect represents the effect of a one-unit change in the independent variable. See the STATA manual for more details. Actual probit coefficients and robust standard errors are available upon request. 26 These tests were conducted by estimating a fully interacted version of each of the equations. Coefficients on the interactions then reflect the difference in the determinants of the two cohorts. The results reported in Tables 3 -5 are the p values from the Chi 2 tests of the significance of the interaction terms. Individual tests were performed for PA status and time since migration. Joint tests were performed for other subsets of variables. The significance level for joint test of all interactions in the model is reported in the final row of each Table. 27 In particular, there are only 19 LSIA2 women holding Humanitarian visas participated in the labor market six months after migration making estimation of labor market outcomes impossible for this group. For other groups, small samples and limited variation prevented estimation of a model that included the complete range of controls.
cohorts once differences in productivity-related characteristics are taken into account. (See Table 4 .) Consistent with changes in selection criteria, it appears that for men the large decline in the unconditional unemployment rates of new arrivals (see Table 1 ) between the two cohorts may be the result of differences in human capital endowments. For women, the gap in participation rates between the two cohorts is much the same once characteristics are controlled, while a smaller-though still sizeable-gap in conditional unemployment rates remains. This suggests changes in the returns to characteristics led to increased participation and reduced unemployment for foreign-born women.
Interestingly, the gap in the participation rates of primary applicants (who are subject to selection criteria) and spouses (who are not) fell somewhat for men (7.4 to 4.2 percentage points). Similarly, women entering Australia as primary applicants between 1993-1995 had an unemployment rate that was 19.2 percentage points lower and an average period of unemployment that was one third of a month longer than women entering as spouses over the same period. However, the participation rates and unemployment experiences of female primary applicants were not significantly different from those of female spouses in Cohort 2. This narrowing of the gap between individuals entering as primary applicants and those entering as spouses -though not statistically significant at conventional levels -is consistent with the 1999 changes in the points test which awarded extra points to those primary applicants whose spouses also met the minimum age, language, and skill requirements.
Diversity in labor market experiences across visa categories is also informative about the role of selection criteria in promoting labor market entry and in facilitating market employment.
With the exception of the number of months LSIA women spend unemployed, changes over the 1990s in the relationship between visa category and labor market outcomes are statistically 19 significant -particularly for men. In particular, participation rates of immigrants in the Independent and Skilled Australia-Linked (SAL) streams-which are points tested-increased over time relative to those of immigrants in the Business Skills/Employer Nomination Scheme (BS/ENS) programs. Men and women holding SAL visas who entered Australia during the early 1990s had a participation rate that was 3.4 and 6.5 percentage points higher respectively than similar men and women holding BS/ENS visas. Amongst Cohort 2 men and women these participation gaps had increased to 12.5 and 19.6 percentage points respectively. At the same time, there was also convergence in relative unemployment experiences. For example, Independent men had a probability of being unemployed that was 56.8 percentage points higher than BS/ENS migrants in Cohort 1, but only 13.0 percentage points higher in Cohort 2.
Similarly, women holding Independent and SAL visas had unemployment rates in Cohort 1 that were more than forty percentage points higher than that of women with BS/ENS visas. Amongst Cohort 2 women, this difference was 21.9 percentage points for SAL immigrants and only 6.1 percentage points for Independents. Convergence in the length of time spent unemployed and looking for work was also evident for Cohort 2. These results are consistent with changes in the points test which increased the weight given to skills in the selection process for Independent and SAL programs, but left the selection process in the ENS/BS program largely unaffected.
At the same time, these patterns are even more striking for men and women in the Family Stream who also are not subject to a points test. They too dramatically improved their labor market position six months after arrival relative to immigrants in the BS/ENS stream. 28 In fact, only refugees failed to see a substantial reduction in their relative unemployment. Despite convergence in outcomes for other Cohort 2 immigrants, Humanitarian immigrants continued to 20 have unemployment rates that were 76.4 and 57.8 percentage points higher than BS/ENS immigrants. Perhaps the most striking change, however, is the deterioration in the relative probability that Humanitarian immigrants, particularly women, are participating in the Australian labor market. This decline (see also Figure 1 ) occurs although there was little change in the selection process for refugees over the period and despite improvement in labor market conditions and a tightening of access to income-support payments that would have been expected to lead to higher participation in the labor market.
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Thus, differences in relative labor market outcomes between primary applicants and spouses across visa categories are consistent with the 1999 changes in Australian immigration policy that gave greater weight to skills in the selection process. At the same time, the patterns for Family Stream and Humanitarian immigrants who were not subject to substantial changes in selection criteria suggest that changes in labor market conditions and income-support policy also may play an important role in producing these results.
Human Capital Characteristics:
Insight into the relative importance of the general improvement in Australian labor market conditions may be gained by explicitly considering how the returns to labor market skills changed between the two LSIA cohorts. Over the 1990s in Australia there was convergence in the labor market participation rates of new arrivals with diverse English language abilities. The participation gap between male native English speakers and otherwise similar men who speak English badly fell from 26.9 percentage points (Cohort 1) to 14.8 percentage points (Cohort 2).
(See Table 3 .) There is also evidence that the employment penalty faced by non-native English speakers in Cohort 1 disappears when we consider Cohort 2 immigrants. Women who entered Australia in the early 1990s and who spoke English badly, for example, had a probability of being unemployed six months after arrival that was 34.2 percentage points higher than women who reported that they were native English speakers. (See Table 4 .) There was no significant difference in the unemployment rates of Cohort 2 women who did and did not speak English,
however. This represents a significant change in the relationship between English ability and the unemployment rates of women. A similar trend is observed for men, though it is not significant.
Changes in the pattern of relative participation rates across education categories are more difficult to quantify, however it appears that for both men and women there was a deterioration in the participation rates of those attending (but not completing) high school relative to those holding a technical or trade degree. Furthermore, the gap in the participation rates of foreignborn men enrolled and not enrolled in education was larger for Cohort 1 than Cohort 2, though there was little change in the relative participation rates of foreign-born women. Neither premigration education level nor post-migration enrollment in education are strongly related to the unemployment experiences of labor market participants once other factors are taken into account, however. The exception is that Cohort 1 men with some university education have a higher probability of (and spend longer) being unemployed than similar men with technical or trade degrees. Overall, a significant change over the 1990s occurred in the relationship between male immigrants' education and their participation and unemployment rates. Results are similar for women, although the effects are not as large. Unlike men, women with less than ten years of education have better employment outcomes than do women with technical or trade degrees. 29 This decline in participation is unfortunate since previous evidence suggests that the employment of wives in refugee families generates a substantial proportion of family income and is thus very important to the economic 22 Finally, labor market experiences in the twelve months prior to immigration are important in explaining labor market outcomes shortly after arrival in Australia. Labor market attachment in the year before migration is related to the probability that a foreign-born woman is participating in the labor market six months after migration (particularly for Cohort 2 women), but is unrelated to post-migration unemployment conditional on participation. prior to migration have a lower probability of being unemployed six months after arrival in Australia. In contrast, Cohort 1 men who worked in an unskilled occupation prior to migration had a significantly higher (19.7 percentage points) probability of being unemployed after arrival in Australia.
Thus, it seems to be the case that changes in labor market conditions and income-support policy between the early and late 1990s served to alter the relative returns to English language ability, education, and pre-migration labor market experience. While the employment penalty for being a non-native English speaker fell between Cohort 1 and Cohort 2 for both men and women, the relative returns to pre-migration labor market experience were higher for men in Cohort 2 than in Cohort 1. Alternatively, there may be variation over time in the ability level of individuals within skill categories that are not captured by the model and which lead to changes in relative returns.
well-being of the family (Cobb-Clark and Connolly, 2001) . 30 These changes are statistically significant at the ten percent level.
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Decomposition Analysis
In this section, our focus is on decomposing relative improvements in the participation rate and unemployment experience of new arrivals in Australia into characteristics-related and returns-to-characteristics-related components. Generally speaking, we expect that the influence of changes in immigration policy will have its most direct effect on changes in characteristics themselves, while labor market conditions and income-support policy work most directly alter the Australian labor market returns to characteristics. Indirect, second-order effects (see Section 2) serve to confound these interpretations, however. Still, the following decomposition analysis advances sheds light on the potential role of immigrant selection criteria, labor market conditions, and income-support policy in facilitating immigrants' early labor market outcomes.
Decomposition Methodology:
Let us first consider labor market participation. (The decomposition procedure for the probability of being unemployed is analogous.) Recall that ij X is a vector of demographic and human capital characteristics influencing labor market status, while j b is a vector of returns to those characteristics. Let j X capture the characteristics of a representative person of cohort j.
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The predicted cohort gap in the probability of participating in the Australian labor market is given by:
31 The curvature of the normal distribution implies that using the sample means j X to characterize the representative person results in predicted probabilities of participation that do not equal the sample averages. Furthermore, the problem differs by LSIA cohort, leading the participation gap between Cohort 1 and Cohort 2, for example, to be overstated for men and understated for women. Following, Doiron and Riddell (1994) , I define a representative foreign-born individual ( j X ) such that he (she) has a predicted probability of, in this case, labor market participation equal to the cohort sample average and such that his (her) endowments are in the same proportion as the average endowments of foreign-born men (women) in the cohort. In effect,
where j a is a cohort-specific scaling factor.
Due to the non-linearity of the cumulative normal distribution, the cohort gap in the probability of participation is a non-linear function of j X and j bˆ making standard decompositions impossible. To avoid this Doiron and Riddell (1994) suggest using a linear approximation.
Specifically, (5) we can decompose the participation gap into returns-and characteristics-related components in the following manner:
The decomposition given by equation (6) 32 The first term on the right hand side is the standard normal probability density function evaluated at . y
25
The above procedure was also used to decompose the probability of being unemployed at the time of interview into characteristics-and returns-related components. The decomposition of the length of time spent unemployed and looking for work is given by:
Results:
The results of the decomposition analysis for newly-arrived men and women are presented in Table 5 . Consider first the sources of cohort differences in labor market participation rates. Women entering Australia between 1999 -2000 (Cohort 2) had a labor market participation rate six months after arrival that was 5.2 percentage points higher than women who entered approximately five years earlier (Cohort 1). Most if not all-i.e., between 75.4 and 111.8 percent-of this increase is due to differences in the demographic and productivity-related characteristics of the women in the two entry cohorts. In contrast, differences in the participation rates of foreign-born men in the two LSIA cohorts are much smaller (0.6 percentage points) and not statistically significant. This difference appears to be mainly due to differences in returns to characteristics rather than differences in the characteristics themselves, though given the magnitude of the gap, this decomposition is somewhat sensitive to model specification.
Table 5 Here
Perhaps the most important change in the labor market status of individuals in the two LSIA cohorts is in the dramatic decline in the probability that an individual participating in the Australian labor market had not found employment by the date of the first interview (approximately six months after arrival). Women in Cohort 2 had an unemployment rate that was 25.7 percentage points lower than women in Cohort 1, while the probability of 26 unemployment for foreign-born men fell by 19.7 percentage points between the two cohorts.
Approximately half (15.0 to 11.7) of the fall in unemployment among women appears due to changes in average human capital endowments of the two entry cohorts, with the remainder (12.6 to 15.9 percentage points) occurring as the result of changes in the returns to those characteristics. At the same time, differences in human capital endowments play a larger role in explaining the fall in male unemployment rates. Changes in characteristics explain almost twothirds of the decline in the probability of unemployment when we weight relative characteristics by Cohort 1 returns (D 1 ) and more than explain the decline when relative characteristics are weighted by Cohort 2 returns (D 2 ). This is not surprising given that men are disproportionately subject to the points test (see Table 2 ).
Conditional on labor market participation, the average length of time new arrivals spent unemployed and looking for work in the first six months in Australia fell by approximately three weeks. Differences in demographic characteristics and human capital endowments between the two entry cohorts are important in explaining the shorter periods of unemployment for both men and women. Differences in characteristics explain between half and almost all of this change depending on the decomposition method used.
Discussion and Conclusions
Although the two LSIA cohorts entered Australia only five years apart on average, their early labor market experiences were dramatically different. Driven by the behavior of women, aggregate labor market participation rates increased from 53.1 percent (Cohort 1) to 58.3 percent (Cohort 2) and there was a spectacular fall in the unemployment rate (40.7 to 17.8 percent).
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The 1999 changes to Australia's skilled immigration program seem to have played a large part in producing these changes. Consistent with changes in selection criteria, the cohort of individuals entering Australia in 1999-2000 was more educated and had better English language skills than the previous cohort. They also were more likely to have been working in a professional occupation and less likely to have been not employed in the former home country in the year prior to immigration. These changes in human capital endowments were instrumental in generating the increase in participation rates. More than half of the cohort participation gap is eliminated by standardizing the visa distribution, while the decomposition analysis suggests that at least three-quarters (and perhaps all) of the increase in the labor market participation of foreign-born women can be attributed to changes in characteristics.
Furthermore, the effects of changing human capital endowments are not uniform, but are concentrated amongst those groups most likely to be subject to the tighter selection criteria.
There is evidence that the gap between individuals entering as primary applicants and those entering as spouses narrowed which is consistent with the 1999 changes in the points test which awarded extra points to those primary applicants whose spouses also met the minimum age, language, and skill requirements. Men are much more likely than women to be subject to Australia's points test and there is evidence that for them changes in human capital endowments are more important in explaining the improvement in labor market outcomes. For example, there is no significant difference in the participation behavior or unemployment experiences of male immigrants in the two LSIA cohorts once differences in productivity-related characteristics are taken into account. For women, on the other hand, the cohort gap in participation rates is much the same once characteristics are controlled, while a smaller-though still sizeable-gap in 28 conditional unemployment rates remains. These gender differences are also reflected to a large degree in the decomposition analysis.
At the same time, it seems clear that changes in Australian labor market conditions and income-support policy over the 1990s-which altered the returns to human capital-reinforced the effects of tighter immigrant selection criteria. With the exception of Business Skills (BS) and
Employer Nomination Scheme (ENS) immigrants (who experienced constant unemployment rates), relative unemployment improved across the board. The fall in unemployment was particularly impressive for Independent migrants (from 29.1 to 10.1 percent) who were subject to the new points test, but was also evident for Family Stream and to a lesser degree Humanitarian immigrants who were not. As much as half of the fall in unemployment rates among women and one third the decline among men appears to have occurred as the result of changes in the returns to demographic and human capital characteristics.
These results are necessarily open to alternative interpretations, however. The decomposition analysis is informative about the extent to which improving labor market outcomes were driven by changes in human capital endowments as opposed to altered returns to human capital. Still, we cannot completely rule out the possibility that changes in immigrants observed human capital endowments occurred primarily as a result of changes in labor market conditions or income-support policy rather than immigrant selection criteria. Nor can we completely dismiss the possibility that altered returns to immigrants skills are primarily due to changes in immigration policy rather than improved labor market conditions or changes to the income-support system. Furthermore, the cross-sectional nature of the data results in an inability to account for unobserved individual heterogeneity in this analysis. This is potentially quite important as 29 changes in the state of the Australian labor market and the generosity of Australian incomesupport policy would have directly affected the returns to migration, altering the selectivity of the immigrant stream. Given this, divergence in the estimated returns to characteristics for the two cohorts may be driven to a degree by differences in unobserved heterogeneity-generated by the migration process-that is not accounted for in the estimation process. Whether changes in labor market conditions and income-support policy affected outcomes by altering the migration decision of potential migrants or by altering the opportunities of immigrants already resident in Australia remains an interesting question for future research.
Finally, it is important to note that the outcomes analyzed in this paper are measured very early in the settlement process (six months after arrival) and do not reflect long-run equilibrium differences between the two immigration cohorts considered. It is not clear whether immigrants entering Australia between 1999 and 2000 will have a persistent labor market advantage over earlier arrivals or merely a head start. In fact, a growing literature based on LSIA data has documented the rapid improvement in labor market outcomes for members of the first LSIA cohort. 33 Eventually, once the LSIA data collection is completed, it will be possible to compare outcomes for these two cohorts 18 months after arrival. Unfortunately, analysis of longer-term outcomes awaits the development of additional data sources. 33 In particular, three and a half years after arrival, the employment to population ratio for LSIA1 had increased to 56 percent (about 15 percentage points less than the Australian average), while the unemployment rates of Independent and SAL immigrants were indistinguishable from that of the Australian population. Unemployment rates for Family Preference (18 percent) and Humanitarian (31 percent) immigrants -though much lower than upon arrivalremained much higher than average (Richardson, et al., 2001 ). Family b Group 1 is those countries rating 98 percent or higher on the English proficiency index. Group 2 is those countries with a rating of 80 percent or higher, while Group 3 is countries with a rating between 50 percent and 80 percent. Countries with a rating of less than 50 percent make up Group 4 (DIMA, 1999) . See Section 4 for other variable definitions. .000 a Model also includes: marital status, a quadratic in age, the presence of children by age categories, state dummies, state-and gender-specific unemployment rates, and English proficiency group. Omitted categories are BS/ENS immigrants, trade/technical degrees, native English speakers, and not employed in home country. b Chi 2 tests were used to test the significance of the difference in marginal effects between cohorts. Individual tests were preformed for PA status, and time since migration. Joint tests were preformed for the remaining subsets of variables. The final row reports the results of a joint test of all variables in the model. 
